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KEY ECONOMIC INDICATORS 


(All Values in Million U.S. §$ 

Unless Otherwise Stated) 1/ 1/ 
~% Change % Change 
ITEM 1972 1973 1974 1943/1974 1972/1973 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 7,907 9,893 12,200 e 
GNP Constant 1968 Prices 
& Exchange Rate 7,283 7,831 8,343 e 
Per Capita CNP, Current Prices (dollars) 362 439 500 e 
Commodity Production (000's of units): 
Coffee (60 kilo bags) (Oct.-Sept.) 7,200 8,800 7,800 
Cride Oil (barrels) 71,674 67,089 41,643 (Aug.) 
Cement (metric tons) 3,006 3,221 2,034(Jul.) 
Steel (metric tons) 275 263 180(Sept.) 
ndices (end of year): 
Avg. Labor Productivity (1949=100) 109.3 113.1 N/A 
Avg. Industrial Wage (1962=100) 122.4 N/A N/A 
Personal Income 7,085 8,111 N/A 
Employment (000's) 5,830 5,946 6,130 e 
Avg. Unemployment Rate 10-14.0 10-14.0 10-14.0 2% 


MONEY & PRICES (End of Period) (Million Pesos) 


Money Supply 29,842 40,661lp(Sept.) 
Public Debt Outstanding 63,267 N/A 
External Debt (incl. Govt. Guarant'd) 51,181 N/A 
interest Rate, Central Bank 8- 8.5 12.0 2% 
Interest Rate, Commerciai Bank 14-18.0 18-24.0 2% 
Price Indices: (1970=100) 
Worker Consumer 130.7 201.0 (Oct...) 
wholesale 143.5 238.0 (Sept.) 
Average Dollar Exchange Rate 22.83 27.31 (Oct.) 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exchange Reserves 428.2 (Oct.) 
Balance of Payments N/A 
Balance of Trade N/A 
Exports, FOB N/A 
U.S. Share N/A 
Imports, CIF N/A 
U.S. Share p N/A 
Other Main Suppliers? 
West Germany N/A 
Japan ‘ N/A 
France > ; N/A 
United Kingdom . N/A 
Spain N/A 


Main Exports to U. S. in 1973: coffee 2,969,402 60-kilo bags, $263.3; fuel oil 8,815,000 barrels, $33.6; 


crude oil 5,788,000 barrels, $15.4; cotton textiles, $8.3; sugar 39,814 
metric tons, $8.1. 


- in 1973: machinery and equipment $118.9; agricultural products $77.13 
chemical products $75.0. 


1/ Partial figures compared to same period or month in previous year. 
e - Estimated 
P 


- Preliminary 


Sources: Bank of the Republic; National Administrative Department of Statistics; Center for Economic 
Development Studies, University of the Andes. 





SUMMARY 


The new Liberal Party government headed by President Lopez 
that took office in August has made several important changes on 
the economic front toward fulfillment of campaign promises to 
promote better income distribution and to combat inflation. 
Sweeping tax reforms were decreed during a "State of Economic 
Emergency'' that allowed the Executive to bypass Congress. Other 
reforms affect the monetary system, interest rate structure, 
export incentives and government spending. 


Healthy economic growth continued in 1974 with a real growth 
rate that should exceed 6%, but also with inflation of about 25%. 
Coffee exports are at record levels, and Colombia is active in 
seeking ways to maintain remunerative prices. Non-coffee exports 
are booming, substantially surpassing coffee for the first time. 
Imports grew to even greater totals, causing some reduction in 
foreign exchange reserves, but the government can control further 
import growth through its licensing system. Accelerated peso 
devaluation should also dampen imports while compensating exporters 
for the loss of other incentives. 


The U.S. evidently supplied about 43% of Colombia's 1974 
imports, a larger share of a larger total amounting to as much 
as $650 million in registered imports from the U.S. The value 
of Colombian exports to the U.S. also increased substantially 
with coffee leading the way but with sugar and textiles very 
important factors. Trade growth will be negatively affected by 
elimination of Colombia's domestic wheat subsidy which should 
serve to reduce imports of wheat from the U.S., and on the other 
hand by the end of Colombia's ability to export even small amounts 
of crude oil. Export opportunities for U.S. businesses are not 
lacking, however, especially for new exports of industrial 
equipment. 


Concerning foreign investment, anticipated large new 
extractive projects are still pending, and although the outlook 
remains quite optimistic, actual inflows continue at modest 
levels. The new government publicly welcomes foreign investment 
under the terms of the Andean Pact's Foreign Investment Code 
and Colombia's own investment priorities. A difficult counter- 
vailing duty issue with the U.S. was successfully resolved in 
1974. Affected U.S. interests have expressed concern about 
rising textile imports from Colombia. The country is active 
in international agricultural commodity groupings intended to 
improve the world market for those commodities. 





CURRENT ECONOMIC SITUATION AND TRENDS 


A New Government and an "Economic Emergency": President 
Alfonso LOPEZ Michelsen began a four year term on August 7, 1974. 
He brought the Liberal Party to power with a convincing victory 
over the Conservative candidate in the first contest between the 
major parties after 16 years of alternation between them. 
Appointive positions must still be divided for four more years, 
so that the new cabinet contains six Liberals, six Conservatives 
and the apolitical Minister of Defense. 


President Lopez took office amid widespread anticipation 
of significant changes, buttressed by his "clear mandate" from 
the voters. The expectations were mainly for steps to improve 
income distribution while combatting inflation. A wages and 
incomes program involving a price freeze and wage increases 
was expected by many. But in a speech appraising his first 
100 days in office, the President said that he had never intended 
to implement a specific wages and incomes program. Rather, he 
said, wages and prices are automatically affected by his 
administration's other economic policies. 


Economic measures there are in abundance, most of them 
promulgated during a 45-day "State of Economic Emergency" declared 
in mid-September. The Colombian Constitution provides for such 
a procedure allowing the Executive to issue economic decrees 
without going through Congress. The two immediate past presidents, 
one Liberal and one Conservative, criticized this move on the 
ground there was not a genuine emergency to justify it. The 
Supreme Court of Justice, however, upon reviewing the measure 
as required by the Constitution, upheld its legitimacy. 


Twenty-two decrees that would normally go through Congress 
were issued during the emergency period. Their main impact was 
to reform the tax system fundamentally, making personal income 
taxes more progressive, applying a modest presumptive tax to 
most commercial activities, creating a capital gains tax in 
Colombia on other than real estate for the first time, and revising 
and generally increasing sales taxes. An earlier measure drastically 
reduced tax credits granted to exporters. Other measures, not 
necessarily dependent on the state of emergency, were designed 
to help rationalize Colombia's bewildering structure of interest 
rates and to give the authorities greater control over the money 
supply. Notably the inflation-corrected savings and loan-type 
investments, which were the impetus for a booming construction 
sector, were made slightly less attractive. 





Severe budget cuts, extending into 1975, were imposed as 
part of the fight against inflation. Included in the austerity 
program are a slowdown in foreign assistance inflows and a 
decision to forego further foreign commercial borrowing. Some 
measures, such as eliminating the increasingly costly subsidy 
on imported wheat, had the effect of increasing rather than 
decreasing prices. But the expected increase in the artificially 
low price of gasoline was postponed, according to some because 
of the political problems it would have created. 


As it is, initial very broad support for the new government 
gradually eroded as more and more particular interests were 
affected by the plethora of economic initiatives. Mounting 
criticism and pessimistic predictions from the private sector 
resulted in a few adjustments by the government. A credit 
squeeze, noted particularly in agriculture, a slump in construction, 
and great concern over the reduction of export incentives, were 
the most insistent complaints. The new economic team had by and 
large proceeded without directly consulting business and labor. 
Improved communications between the public and private sectors 
contributed to a diminution of complaints, but there are still 
those in business and agriculture who foresee a general economic 
downturn. 


Overall Economic Performance: Real growth in gross national 
product for 1974 is predicted to exceed 6%, down slightly from 
1973 but essentially continuing Colombia's very healthy spurt 
of economic growth through a fourth year. Industrial growth will 
reach 7.2% and the labor intensive construction sector grew by 
11.6%; both rates are less than the year before. The dominant 
agricultural sector showed improved growth from 4.7% in 1973 
to 5.6% in 1974. An overall falling off is likely in 1975 
because of continued government austerity, a tightening of credit, 
and some hesitancy in the private sector until new economic 
directions are clearer. 


Consumer prices increased 23.7% in the first eleven months 
of 1974, or at the same rate as in all of 1973, and for the 
entire year will increase by about 25%. Food continues to lead 
other items, with a 27.8% rise through November. A brighter 
sign is that the increase in the money supply is significantly 
lower than in 1973, portending a lesser price rise in 1975. 
Wholesale prices are also rising more slowly than a year earlier, 
reinforcing this likelihood. Current fiscal austerity is 
specifically designed to help slow inflation. 





A recent survey of manufacturing industries showed that 
from 1972 to 1973, wages and benefits to workers lagged slightly 
behind the rate of inflation. The lag was probably greater 
for workers in general than for those in the relatively better 
organized manufacturing sector. There is no reason to believe 
that the situation improved in 1974. Labor demands could well 
reflect this lag in future negotiations. The Communist labor 
confederation was given legal recognition by the new government, 
which may spur increased activity on the labor front. 


Coffee and Oil: Coffee production in the 1974 coffee year 
(Oct. 1973-Sept. 1974) fell far below expectations, and below 
1973's production. Estimates for recovery in 1975 to 9.5 million 
bags may also be inflated. Nevertheless exports during the 
coffee year of 7.4 million bags was an all time record, as were 
proceeds of $682 million. (Foreign exchange deposits from 
coffee only totalled $530 million for the calendar year, but 
the higher figure reflects the exporters' total proceeds.) 

Coffee exports in 1975 may not reach these heights but should 
nevertheless be at a very healthy level approaching seven million 
bags. 


The more important question concerns the world price level 
in 1975 following two years of high prices and with Brazilian 
exports likely to reachhigher levels. Colombia may be 
the major coffee producing country most anxious to renegotiate 
the International Coffee Agreement, whose economic provisions 
expired in 1973. In the meantime, it is cooperating with other 
producers in withholding exportable supplies from the market in 
order to bolster prices. 


In 1974, apparently for the first time, Colombia helped 
finance coffee retention by Central American producers. President 
Lopez was the first to announce that Venezuela will use some 
of its oil wealth to finance future Central American retention, 
leaving the other important Latin American producers - Brazil, 
Colombia and Mexico - free to concentrate on financing their 
own retentions. 


The oil outlook is much less promising. As a result of 
rather unusual factors, Colombia - or at least Bogota - finally 
caught up with the rest of the world and experienced its first 
gasoline shortage, complete with gas lines, late in 1974. 
Unfortunately the experience could become less and less unusual. 
The country also imported its first batch of gasoline, and crude 
or product imports will soon have to begin on a regular basis. 
Crude exports have ceased; fuel oil exports will continue to pay 
for crude imports for a year or two. But well before 1980 
Colombia seems destined to become a net importer, with all the 
economic implications that entails. 





Although the new government has put off raising gasoline 
prices, observers think an eventual increase is inevitable. 
As it is, prices equivalent to 13 cents per gallon for regular and 
17 cents for premium have to be one of the best bargains around. 
These low prices also help maintain politically volatile public 
transportation fares at a low level, necessitate subsidies 
causing a serious budgetary drain, and fail to provide an 
incentive for expanded exploration for the additional supplies 
Colombia is assumed to have. 


The Foreign Sector: Colombia's foreign trade will be 
greater in TO7h than ever before. Import registrations had 
climbed to almost $1.3 billion during the first 10 months and 
are likely to reach $1.5 billion for the whole year. Export 
registrations were also near the $1.3 billion mark after 11, 
rather than 10, months and seemed headed for a year's end total 
in excess of $1.4 billion. (Actual arrivals and departures 
are always less than registrations, but registered amounts 
indicate trends.) 


According to these figures, so-called new exports, 
i.e., all except coffee, surpassed coffee for the second straight 
year, and by a much wider margin than in 1973. New export 
registrations increased by 40% through November and are predicted 
to total $780 million by the end of the year. Coffee exports 
were well above previous levels, and foreign exchange proceeds 
for the calender year are predicted at $530 million. Other 
commodities were subject to international market factors. Thus 
sugar earnings hit new highs as world prices shot up, cotton 
exports fared badly as the world market fell, and meat exports 
suffered from the European Community's import restrictions. 
The Colombian textile industry has vigorously expanded its 
export market. 


The increase in imports is partly due to the government's 
substantial relaxation of import licensing controls as an 
anti-inflationary measure. Higher import prices, particularly 
for wheat and petrochemicals, were also important causes. Foreign 
exchange reserves, by the end of October, had fallen to $428 
million, down nearly $100 million from their unusually high level 
the year before. 


One of the early moves of the new government was to 
reduce the CAT - the tax credit for exports. Where it had been 
15% of export value - 13% for agricultural products - on almost 
all non-coffee exports, it was reduced, as of January 1, 1975, 
to a nominal 1/10th of 1% on many items and to only 5% on the 
rest. Efforts to beat the January 1 deadline undoubtedly swelled 
exports in the latter months of 1974, augering a slowdown in 
1975. Exporters protested vigorously about the lowered incentives, 
resulting in several government proposals to expand its export 
financing assistance. 





Upon taking office, the new government accelerated the 
gradual devaluation of the peso relative to the dollar. An 
annual rate of about 9% that had prevailed has more than 
doubled to about 20% so that 1974's devaluation should reach 
14%. This, more than improved financing, will make up for the 
tax credit reductions for exporters. It also supplements a 
tightening of import controls instituted by the new regime. 


On the capital side, the public sector net receipts in 
1974 will apparently be negligible, as a result of a deliberate 
policy of restricting loan inflows. There are indications that 
the government may be changing this policy, partly because of 
some deterioration of balance of payments prospects. If so, 
AID disbursement levels would be unlikelv to return to previous 
highs, but the World Bank and the Inter-American Development 
Bank are probably ready to resume substantial activity in 
Colombia. 


IMPLICATIONS FOR THE UNITED STATES 


Trade: The U.S. provided 40% of Colombia's imports in 
1973, compared to 10% for the second most important supplier. 
This represents an improvement over a 38.5% U.S. share in 1972, 
and lesser shares earlier in the 1970's. In effect the U.S. 
share has recovered from the decline that followed the untying 
of aid, i.e., no longer requiring that imports connected with 
U.S. assistance programs be purchased in the U.S. Colombia 
enjoyed an unusually lerge bilateral trade surplus with the 
U.S. in 1973 of $52 million, as the value of imports from the 
U.S. grew by 20% while exports jumped by more than 40%. 


Through October of 1974, based on import registrations 
rather than actual arrivals, the U.S. was accounting for 42.7% 
of the total. At that rate the year will end with registered 
imports worth as much as $650 million from the U.S. Colombian 
exports to the U.S. should also show very healthy growth. The 
U.S. bought 42% of Colombia's coffee exports during the 1973-74 
coffee year, increasing by 17% in volume from previous years. 
As coffee prices were relatively high for most of the year, 
the increase in value was probably comparable. The U.S. is also 
the principal purchaser of Colombia's petroleum exports. Crude 
exports have ceased but a much higher price for fuel oil will 
keep total proceeds higher than ever for a short time. 





One of Colombia's major imports from the U.S. has long 
been wheat. The spectacular rise in the world price of wheat 
in the past two years reportedly cost the Colombian Government 
$100 million in the 18 months up to September 1974 merely 
to maintain the subsidized internal price. Consequently 
President Lopez eliminated the subsidy and authorized others 
beside the government to import wheat. Imports from the U.S., 
which has been virtually the only supplier, are almost sure to 
decrease from past levels of 400,000 tons per year but could 
still amount to 300,000 tons. 


Opportunities for exports to Colombia of industrial 
equipment should remain favorable over the next few years. 
Particularly attractive sectors include mining (see below), 
petroleum and petrochemicals (refinery expansion, Guajira gas 
field), electricity generation and distribution equipment, 
telecommunications equipment, and agricultural machinery and 
equipment. U.S. equipment generally is highly regarded, although 
competition from other suppliers can be stiff, particularly in 
the area of financing. 


Investment: According to the Central Bank, at the end 
of 1973, registered foreign investment in Colombia, excluding 


petroleum, totalled $560 million. Of this, $280 million, or 
almost exactly half of the total, was from the U.S. For the 
previous seven years, new investment had averaged less than 

$20 million annually, again with approximately half from the 

U.S. Through the first seven months of 1974, new investment 

of $76 million, 54% from the U.S., was approved by the government, 
though the total amount may not necessarily actually be invested. 


At some point the figures are likely to take a quantum 
jump. Two large mining ventures, both involving U.S. investors, 
are still pending. When full scale development begins of the 
Cerro Matoso nickel deposit and the Cerrejon coal deposit, 
total expenditure in the hundreds of millions of dollars will be 
underway. Huge amounts are also likely to be invested eventually 
in connection with the on and offshore natural gas field discovered 
by Texaco on the Guajira peninsula. Not only production facilities 
and pipelines are planned but also ammonia plants and perhaps 
other petrochemical installations. 


President Lopez has said that his government will seek to 
develop such natural resources with the help of foreign capital, 
because Colombia alone does not have sufficient funds. One 
of his first moves under emergency powers was to decree that 
natural gas will come under the terms of petroleum legislation 
rather than the less favorable mining laws. On the other hand, 
the rew government has also abolished the depletion allowance 
for any new production. 
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Broadly speaking the new administration publicly welcomes 
foreign investment, particularly in sectors where Colombian 
capital does not suffice. Thus new foreign investment will be 
encouraged to locate away from the country's three biggest 
cities, Bogota, Medellin and Cali. Foreigners reputedly will 
not be allowed to install any new factories or large businesses 
in the capital. They are especially welcome to participate 
in association with Colombians in agricultural projects in areas 
not now under production. 


Colombia will, of course, continue to apply the Andean 
Pact Foreign Investment Code. In a recent controversy over 
Chile's foreign investment policy, Colombia was steadfast in 
support of application of the Code as agreed to by all member 
countries. Colombian officials have stated, however, that 
small modifications and adjustments to the Code may be made 
at the national level. On the multilateral level some observers 
think there could be changes in the Code's rule limiting profit 
repatriation to 14% of the value of the investment, since this 
is presently less than the rate of inflation. 


Economic Relations: Just before President Lopez’ inauguration, 
Colombia and the U.S. succeeded in resolving a difficult trade 
issue. A countervailing duty proceeding considered the possibility 


of applying an additional import duty on cut flowers from Colombia 
to compensate for the 13 percent tax credit they received as 
Colombian exports. The resolution of the problem basically 
involved a substantial reduction in the tax credit applied to 

cut flowers. The Lopez government has consistently cited the 
danger of further countervailing duty cases, as well as high 
fiscal costs and opportunities for fraud, as reasons for its 
subsequent drastic curtailment of the whole export tax credit 
system, which incidentally left cut flowers with a credit of 
1/10th of 1% of export value. 


With regard to another much more important export 
category, textiles, Colombians are well aware that workers in 
the U.S. have demonstrated to restrict imports from several 
countries, specifically including Colombia. This reaction is a 
result of Colombia's extremely successful export drive in 
selling $263 million worth of textiles and apparel in the first 
10 months of 1974, compared to only $140 million in the same 
period a year earlier. These are global exports figures; 
exports to the U.S. account for up to a fifth of the totals. 
The current bilateral cotton textile agreement does not apply 
to synthetic and wool fibers as called for by the International 
Multifiber Agreement negotiated at Geneva in 1974. 





Colombia actively participates in the coffee retention 
system of the producing countries in an effort to bolster prices. 
It has supported the formation of a group called Cafe Mundial 
by the major producers to intervene directly in the coffee 
market. It is also a charter member of the recently formed 
Union of Banana Exporting Countries (UPEB), aimed at improving 
the banana market. Finally, if a sugar exporters group is 
formed in Latin America, as has been suggested, Colombia seems 
likely to be included. These various commodity groupings 
have potential though as yet undefined implications for U.S. 
consumers. 


Nevertheless economic relations are good between Colombia 
and the U.S. Consideration within Colombia of establishing 
commercial and diplomatic relations with Cuba should not affect 
bilateral trade patterns in any important way. Prospects for 
further progress are enhanced by Colombia's intention to 
participate in the forthcoming multilateral trade negotiations, 
even though it is not yet a member of the GATT. The Trade 
Act of 1974, which provides among other things for a 
generalized system of preferences for imports from less 
developed countries, could also be beneficial. 











